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Part 1—Chapter 2300

1-2300

TREASURY TAX AND LOAN INVESTMENT

PROGRAM

This chapter

provides

instructions and guidelines for

depositaries that participate in the Treasury Tax and Loan
Investment Program (TT&L IP).

Section 2310—Applicability

By accepting or originating Fed-
eral tax payments, the depositary is
bound by 1V TFM and applicable Fed-
eral Reserve Bank (FRB) operating
circulars that supplement regulations
at Title 31 of the Code of Federa Reg-
ulations, Part 203 (31 CFR Part 203).
The Treasury Financial Manual
(TFM), and itsamendments, are avail-
able on the Financial Management
Service’'s (FMS’'s) website:
www.fmstreas.gov.

Section 2315—Authority

Title 31 CFR Part 203 governs:

e Treasury Tax and Loan (TT&L)
depositaries that maintain and
administer TT&L accounts and/
or note balances.

« Collaterd security requirements.

Section 2320—Definitions

See IV TFM 1-2020 for
definitions.

Section 2325—Investment
Program

Treasury uses the TT&L IP to
temporarily invest excess operating
funds. It invests funds in obligations
of financial ingtitutions designated as
Note Option depositaries. Such obli-
gations arein the form of open-ended
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notes. The FRB reflects additionsand
reductions on its books. The FRB
may reguire that depositaries partici-
pating in the investment program be
electronically connected to the FRB.
TT&L depositaries must pledge col-
lateral to secure all funds invested
withthe TT&L 1P per Section 2350.

2325.10—Eligibility

Any financial institution may ap-
ply to participateinthe TT&L IP. Ap-
proval is based on the financial
institution’s financial condition as
determined by the FRB, acting as
Treasury’s fiscal agent. If the finan-
cia ingtitution is a State chartered
bank or credit union, approval is
based on the opinion of the State
chartering authority.

2325.20—Application Process

To apply, a financial ingtitution
completes FM S 458: Financial Insti-
tution Agreement and Application
for Designation asaTreasury Tax and
Loan Depositary, and FM S 459: Res-
olution Authorizing the Financia In-
gtitution Agreement and Application
for Designation asaTreasury Tax and
Loan Depositary. It selects the Note
Option on FMS 458. If the depositary
is aready a Remittance Option de-
positary, it completes an Election of
Option Form. Financial ingtitutions
may obtain forms FM S 458 and 459
and the Election of Option Formfrom
the FRB’s Fiscal Services Depart-
ment. The FRB certifies the financial
institution as a depositary and pro-

vides notification of acceptance if
approved.

2325.30—Effective Date

Following the application pro-
cess, the FRB placesthedepositary in
the Note Option as of the beginning
of the next TT&L reporting cycle.
Contact the FRB’s Fiscal Services
Department for the effective start
date.

2325.40—Maximum Balance

Note Option depositaries declare
an acceptable maximum investment
amount (maximum balance) with the
FRB. A depositary may change its
maximum balance by notifying the
FRB at least 1 business day in ad-
vance. However, a depositary should
not change its maximum balance fre-
guently. The FRB may impose sanc-
tions on depositaries that frequently
reduce their maximum balance with-
out 1 business day advance notice.
The established maximum balance
must be at least $25,000.

2325.50—Collateralization
of Note Balances

Treasury requires that a deposi-
tary’s maximum balance be fully se-
cured by a pledge of collateral at all
times (see Section 2350). This ap-
plies unless the depositary is partici-
pating in the Direct Investment (DI)
or Special Direct Investment (SDI)
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Program (see Sections 2335 and
2340).

2325.60—Sources
of Investments

Funds invested in a depositary’s
note balanceinclude moniesreceived
as FTD coupons, EFTPS Automated
Clearing House (ACH) credit and
debit entries, Fedwire non-value
transactions, and Fedline Taxpayer
Deposit Applications.

FTD Coupons

A TT&L depositary posts the
funds remitted with FTD coupons to
itsTT& L account on the businessday
of the taxpayer's deposit. The FRB
posts the amount on the Advice of
Credit (AOC) to the depositary’ snote
balance on the business day after the
date shown on the AOC. These funds
remain invested in the note balance
until removed through a Trea
sury-initiated withdrawal. In addi-
tion, the FRB automatically
withdraws all funds in excess of the
depositary’ s maximum bal ance.

EFTPS ACH Credit
and Debit Entries

The FRB posts ACH tax pay-
ments to the note balance on the day
of settlement. Both the ACH debit
and credit transfer mechanisms result
inadebit to thereserve account of the
depositary, or its designated corre-
spondent, and a credit to Treasury for
the amount of the ACH tax deposit or
payment at the appropriate ACH
posting time. The FRB posts ACH
credits at 8:30 am. eastern time and
debitsat 11 am. eastern time.

Each business day, EFTPS pro-
videssummary filesto the FRBs con-
taining ACH tax deposit or payment
activity for financial institutions and
depositaries in their districts. The
FRBs process this information
through the TT&L system. For a
Note Option depositary, this process
includes crediting the reserve ac-
count (or designated TT&L corre-
spondent’s reserve account) and
posting the funds to the depositary’s
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note balance for the amount of the
ACH activity. This process offsets
the resulting debit to the reserve ac-
count balance for the same ACH
transaction. These funds remain in-
vested in the note balance until re-
moved through a Treasury-initiated
withdrawal. In addition, the FRB au-
tomatically withdraws all funds in
excess of the depositary’s maximum
balance.

EFTPS Fedwire Non-Value
and Fedline Taxpayer
Deposit Application
Transactions

The FRB posts Fedwire
non-value and Fedline Taxpayer De-
posit Application transactions to the
note balance before close of business
on the day of settlement. These funds
remain invested in the note balance
until removed through a Trea
sury-initiated withdrawal. In addi-
tion, the FRB automatically
withdraws all funds in excess of the
depositary’ s maximum bal ance.

EFTPS Fedwire Value
(Typecode 1000) Payments

EFTPS Fedwire value payments
are not sources of investments.
Therefore, the FRB does not post
them to the note balance. It debits
Fedwire value tax payments against
the reserve account of the financia
institution or depositary and credits
them to the Treasury Genera Ac-
count (TGA) immediately upon
receipt.

Additional Sources
of Investments

The DI and SDI Programs pro-
vide additional investment sourcesto
Note Option depositaries (see Sec-
tions 2335 and 2340).

2325.70—Same-Day
Drawdowns

Treasury requires that
depositaries pledge sufficient, ac-
ceptable collateral to prevent collat-
eral deficiencies. Occasionaly, the
depositary receives large deposits
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through the paper-based FTD system
that the depositary cannot fully col-
lateralize. To avoid a collateral defi-
ciency, depositaries may request the
FRB withdraw all or a portion of the
deposits received that business day.
The FRB’s Fiscal Services Depart-
ment provides procedures for
same-day drawdowns.

2325.80—Withdrawal (Call)
of Balances

The Secretary of the Treasury di-
rects calls for payment of note bal-
ances through the FRBs. The FRB
determines a call of balance by the
depositary’s class. (For information
on depositary classes, see IV TFM
1-2035.) Treasury attempts to pro-
vide advance notice whenever possi-
ble as determined by the depositary’s
class. However, the amount of the
note balance is payable on demand
without prior notice. Generaly, the
following apply for each of the
classes.

The FRB givesNote Option Class
A depositaries 5 business days no-
tice. It contacts them by Fedline,
voice response or mail. The FRB
posts the call to the note balance and
debits the reserve account on the date
specified in the notice.

The FRB givesNote Option Class
B depositaries 3 business days no-
tice. It contacts them by Fedline,
voice response or mail. The FRB
posts the call to the note balance and
debits the reserve account on the date
specified in the notice.

The FRB givesNote Option Class
C depositaries either 1 business day
prior or same business day notice as
determined by Treasury.

e One business day prior no-
tice—The FRB contacts the
depositary by Fedline, voice
response or telephone by noon
eastern time 1 business day be-
fore the call. It posts the call to
the note balance and debits the
reserve account on the date
specified in the notice.
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e Same-day notice—The FRB
contacts the depositary by
Fedline, voice response or tele-
phone by noon eastern time on
the business day of the call. It
poststhe call to the note balance
and debits the reserve account
by the end of the business day.

Section 2330—Changes
of Option for TT&L Depositaries

A depositary may change options
(between note and remittance) by
providing notice to the FRB’s Fiscal
Services Department at least 5 busi-
ness days before the next reporting
cycle. The depositary is subject to the
provisions of the existing option until
it receives formal notification from
the FRB of the change in option. All
changes are effective as of the begin-
ning of a reporting cycle. A deposi-
tary should not change options more
than three times annually.

2330.10—Note Option
Depositary

Upon notification of change from
Note Option to Remittance Option,
the FRB does the following:

 Withdraws the note balance on
its books on the effective date
of the changeto the Remittance
Option. The FRB does not pro-
cessany callsfor payment with
an effective date after the
change in option.

 Places a depositary in Remit-
tanceClass1or 2 (seelV TFM
1-2035).

e Processes all FRB TT&L Ap-
plication Deposits received or
settled on and after the effec-

tive date of change per Remit-
tance Option procedures.

2330.20—Remittance Option
Depositary

Upon notification of change from
Remittance Option to Note Option,
the FRB does the following:
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» Placesadepositary in Note Op-
tion Class A, B or C (see IV
TFM 1-2035).

e Processes dl FRB TT&L Ap-
plication Deposits received or
settled on and after the effec-
tive date of change per Note
Option procedures.

« Subjects all AOCs dated be-
fore, but received after, the ef-
fective date to Remittance
Option requirements for the
time between the AOC date
and the effective date of the
change in option. The FRB
addsthe amount of these AOCs
to the note balance as of the ef-
fective date of the change in
option. If an assessment of late
chargesisin order, the FRB as-
sesses it for the time before the
effective date of the change in
option.

2330.30—Termination
of Acceptance of FTD Coupons

A depositary may stop accepting
FTD coupons after written notifica
tion to the FRB’s Fiscal Services
Department.

Customer Notification

A depositary should give its cus-
tomers a minimum of 60 calendar
days notice (90 calendar daysis pref-
erable) of itsdecision to terminate ac-
ceptance of FTD coupons. As a
customer service, depositaries should
make EFTPS enrollment forms avail -
ableto their customers.

Note Option Impact

Termination of FTD processing
functions does not affect a deposi-
tary’ sright to participateinthe TT& L
IP. Creditsto the note balance may in-
clude ACH debit and credit entries,
Fedwire non-value transactions, and
Fedline Taxpayer Deposit Applica
tion transactions. Termination of
FTD coupon processing functions
does not affect the depositary’s abil-
ity to process EFTPS transactions.
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Remittance Option Impact

Termination of FTD coupon pro-
cessing functions does not affect the
depositary’ sability to processEFTPS
transactions. The term “Remittance
Option” relates to the processing of
FTD coupons. Therefore, when the
FRB accepts a Remittance Option de-
positary’s decision to terminate FTD
coupon processing, the Remittance
Option depositary becomes a finan-
cia ingtitution (afinancial institution
processing EFTPS deposits and pay-
ments) for purposes of IV TFM. This
applies unlessit chooses to become a
Note Option depositary.

Section 2335—Direct
Investment (DI) Program

The DI Program offers a portion
of Treasury’s excess operating funds
directly to those Note Option
depositariesthat el ect to receivethese
investments. The FRB may require
that depositaries participating in the
DI Program be electronically con-
nected to the FRB.

2335.10—DI Application
Process

A depositary electing to partici-
pate in the DI Program must submit a
completed Offer to Receive Direct
Investmentsform. Thedepositary ob-
tains the form from and submits it to
the FRB’s Fiscal Services Depart-
ment. A depositary must elect one of
the DI notification arrangement op-
tions listed in paragraph 2335.15.
The FRB notifies the depositary of
the effective date it qualifies to act
under the elected notification
arrangement.

A depositary is bound to the
elected arrangement until it formally
submits a written change request to
the FRB and the FRB processes the
request.
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2335.15—DI Notification
Arrangements

The difference between the de-
positary’s maximum balance and its
current note balance is called capac-
ity. The FRB distributes DI funds on
the basis of capacity to participating
depositaries per the following notifi-
cation arrangements:

One-Day Prior Notice

The FRB notifies each depositary
participating under the 1-day prior
notice arrangement of aDI 1 business
day before posting the funds to the
depositary’s, or its TT& L correspon-
dent’s, reserve account.

Same-Day Notice

Depositaries electing to partici-
pateinthe 1-day prior notice arrange-
ment may also elect to participate in
the same-day notice arrangement.
Under the same-day notice arrange-
ment, the FRB notifies a depositary
of a DI on the same-day, and at the
same approximate time, as it credits
thefundsto the reserve account of the
depositary or its TT&L corres-
pondent.

2335.20—DI Program
Distribution

The FRB distributes DI funds to
each participant on either a 1-day
prior notice arrangement or a 1-day
prior notice and same-day notice ar-
rangement (see paragraph 2335.15).
It distributes DI funds on the basis of
capacity.

2335.25—Examples of DI
Distributions

Example: 1-Day Prior Notice

The total capacity of all DI
depositaries electing 1-day prior no-
tice distributions is $6 hillion at the
close of business on Tuesday (day
one). Treasury elects to directly in-
vest $3 billion on Thursday (day
three). The FRB would calculate and
distribute this DI based on the capac-
ity of Tuesday (day one) and would
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announceit on Wednesday (day two).
On Thursday (day three), the FRB
would distribute to each 1-day prior
notice depositary DI funds equal to
50 percent of each individual deposi-
tary’s Tuesday (day one) available
capacity.

Using the information in the
above example: On Wednesday, the
FRB would notify adepositary with a
preestablished maximum balance of
$500 million and aclosing balanceon
Tuesday of $200 million that it will
receive a transfer of $150 million of
Treasury’s excess operating funds
(50 percent of its $300 million avail -
able capacity). On Thursday, the FRB
would credit the DI funds to the re-
serve account of the depositary or its
TT&L correspondent and add them
to the depositary’ s note balance.

Example: Same-Day Notice

The total capacity of all DI
depositaries el ecting same-day notice
is $4 hillion at the close of business
on Tuesday (day one). Treasury
elects to directly invest $1 billion on
Wednesday (day two). Therefore, on
Wednesday, the FRB would distrib-
ute to each same-day notice deposi-
tary DI funds equal to 25 percent of
each individual depositary’s avail-
able capacity.

Using the information in the
above example: On Wednesday, the
FRB would notify adepositary with a
preestablished maximum balance of
$700 millionand aclosing balanceon
Tuesday of $300 million that it will
receive aDI of $100 million of Trea-
sury’s excess operating funds (25
percent of its $400 million available
capacity). The FRB would credit the
DI fundsto the reserve account of the
depositary or its TT&L correspon-
dent and add them to the depositary’s
note balance on Wednesday.

2335.30—DI Maximum Balance

DI depositaries must declare an
acceptable maximum investment
amount with the FRB’s Fiscal Ser-
vice Department. The established
maximum balance for depositaries
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participating in the DI Program must
be at least $125,000. The maximum
balance for the DI Program should be
higher than the depositary’s daily
peak balance normally generated by
itsFRB TT&L Application Deposits.

The FRB, at its discretion, may
permit the depositary to reduce its
maximum balance below $125,000
on atemporary basis.

To changethe amount of its maxi-
mum balance, the depositary must
provide the FRB at least 1 business
day advance notice of the change. A
depositary should not change its
maximum balance freguently. The
FRB may impose sanctions on a de-
positary that frequently reduces its
maximum balance.

2335.35—DI Announcements

Depending on the services pro-
vided by the FRB, it may notify
depositaries of a DI by Fedline or
telephone.

The FRB notifies DI depositaries
under the 1-day prior notice arrange-
ment by 12:30 p.m. Managing Re-
serve Bank Head Office Local Zone
Time (MRB Head OfficeLZT) onthe
businessday beforeit places DI funds
in the depositary’s, or its TT&L cor-
respondent’s, reserve account.

Under the same-day notice ar-
rangement, the FRB notifies DI
depositaries by 12:30 p.m. MRB
Head OfficeLZT on the business day
it places DI fundsin the depositary’s,
oritsTT&L correspondent’s, reserve
account.

2335.40—Timing for DI Funds

The FRB posts DI funds to a de-
positary’s note balance at the same
time the funds are credited to the re-
serve account of the depositary or its
TT&L correspondent. Under the
1-day prior notice arrangement, it
posts DI funds to the depositary’s
note balance and credits them to the
depositary’s reserve account on the
day of placement (1 business day af-
ter the day of announcement). The
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FRB posts DI funds under the
same-day notice arrangement to the
depositary’ s note balance and credits
themtothe depositary’s, or its TT& L
correspondent’s, reserve account no
later than the day of announcement.

Interest begins to accrue on the
date the FRB posts the funds to the
depositary’ s note balance.

2335.45—Withdrawal (Call)
of Balances Placed as DlIs

The FRB does not differentiate
funds received by depositaries under
the DI Program from any other part of
the depositary’ s note balance. There-
fore, these balances are subject to call
on the same basis as any other part of
the note balance, under the call proce-
dures applying to the depositary’s
class (see paragraph 2325.80).

2335.50—DIs Not Included in
Totals Used for Reclassification

Annualy, the FRB reclassifies
Note Option depositariesinto Classes
A, B and C (see IV TFM 1-2035). It
classifies adepositary based on its:

e FRB TT&L Application De-
posits during the previous cal-
endar year.

 Deposit liahility (both demand
and time) as of September 30
of the previous year.

* Maximum balance.

The FRB does not include funds
received by depositaries under the DI
Program in the figures used for
reclassification.

2335.55—Collateral
Requirement for DI Balances

A depositary must secure its note
balance by a pledge of collateral per
Section 2350. A DI depositary setsa
maximum balance, for DI fund pur-
poses, higher than its anticipated
daily peak FRB TT&L Application
Deposits. Treasury does not require
that the DI depositary pledge collat-
era continuously inthe amount of the
preestablished maximum balance.
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However, it doesrequire that each DI
depositary be prepared to pledge ad-
ditional collateral no later than the
day the DI is placed. The collatera
must cover thetotal FRB TT&L Ap-
plication Deposits and DI funds re-
ceived. The FRB must receive
acceptable and sufficient collateral
before the end of the day the DI is
placed. If a DI depositary has a his-
tory of frequent collateral deficien-
cies, Treasury may require that the
depositary pledge collateral equal to
its preestablished maximum balance.

Section 2340—Special Direct
Investment (SDI) Program

An SDI is a placement of Trea
sury’ sexcess operating funds secured
by an off-premises collatera (OPC)
arrangement. The FRB may require
that depositaries participating in the
SDI Program be connected el ectroni-
cally to the FRB.

Treasury, as a creditor and acting
through the FRBs, abtainsaperfected
security interest in collateral pledged
by a depositary to secure an SDI.
Treasury does not take possession of
the collateral pledged for a 21-day
period from the time the security in-
terest in the collateral attaches (that
is, when the FRB credits SDI fundsto
the depositary’s reserve account). A
written security agreement must bein
effect, and the debtor must have
rightsin the collateral . Because of the
21-day limit, Treasury’sinternal pro-
cedures ensure that balances placed
with depositaries under SDIs do not
remain with depositaries longer than
21 calendar days.

2340.10—Eligibility
Requirements

A depositary electing to partici-
pate in the SDI Program must:

 Currently participate in the DI
Program (see Section 2335).
 Pledge OPC collatera in a
minimum amount of $2.5 mil-
lion. The amount of collateral
pledged under the OPC ar-
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rangement cannot exceed an
amount equal to 10 percent of a
depositary’s total assets based
on the depositary’s December
call report or yearend balance
sheet.

« Abide by the same terms and
conditions of the FRB’s Bor-
rower-in-Custody of Collatera
(BIC) Program wused by
depositaries to secure bor-
rowings from the FRB. For
BIC requirements, contact the
FRB’s Fiscal Services Depart-
ment.

2340.15—SDI Application
Process

A depositary electing to partici-
pate in the SDI Program must submit
a completed Agreement to Secure
Special Direct Investment formto the
FRB’s Fiscal Services Department.
The depositary must submit a com-
pleted security agreement and other
FRB required forms or statements
with the form. The FRB reviews the
formsand other information for com-
pliance with prescribed termsand eli-
gibility requirements. A depositary
must elect one of the SDI notification
arrangements listed in paragraph
2340.20. The FRB notifiesthe depos-
itary of the effective date it qualifies
to act under the elected notification
arrangement.

The FRB’s Fisca Services De-
partment provides all the required
forms. In addition, it provides in-
structions to establish the OPC
arrangement.

A depositary is bound to the
elected arrangement until it formally
submits a written change request to
the FRB and the FRB processes the
request.

2340.20—SDI Notification
Arrangements

The FRB announcesan SDI inthe
same way it currently announces
placement of funds in the DI Pro-
gram. The difference between the de-
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positary’s collateral value (see
paragraphs 2340.65, Collateral Valu-
ation, and 2350.20) pledged to the
SDI Program and its current SDI bal-
ance is called the SDI capacity. The
FRB distributes SDI balances based
on SDI capacity to participating
depositaries per the following notifi-
cation arrangements.

One-Day Prior Notice

The FRB notifies each depositary
participating under the 1-day prior
notice arrangement of an SDI 1 busi-
ness day before it distributes the
funds.

Same-Day Notice

Depositaries electing to partici-
pateinthe 1-day prior notice arrange-
ment also may elect to participate in
the same-day notice arrangement.
Under the same-day notice arrange-
ment, the FRB notifies a depositary
of an SDI on the same day, and at the
same approximate time, as it credits
thefundsto the reserve account of the
depositary or its TT&L corres-
pondent.

2340.25—SDI Program
Distribution

The FRB distributes SDI fundsto
each participant on either a 1-day
prior notice arrangement or a 1-day
prior notice and same-day notice ar-
rangement. It distributes SDI funds
based on SDI capeacity.

2340.30—Examples of SDI
Distributions

Example: 1-Day Prior
Notice

The total capacity of all SDI
depositaries electing 1-day prior no-
ticeis $6 billion at the close of busi-
ness on Tuesday (day one). Treasury
elects to directly invest $3 billion on
Thursday (day three). The FRB
would calculate and distribute this
SDI based on the capacity of Tuesday
(day one) and would announce it on
Wednesday (day two). On Thursday
(day three), the FRB would distribute
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to each 1-day prior notice depositary
SDI fundsequal to 50 percent of each
individual depositary’s Tuesday (day
one) available capacity.

Using the information in the
above example: On Wednesday, the
FRB would notify a depositary with
an SDI collateral value of $500 mil-
lion and aclosing balance on Tuesday
of $200 million that it will receive an
SDI transfer of $150 million of Trea-
sury’s excess operating funds (50
percent of its $300 million available
capacity). On Thursday, the FRB
would credit the SDI fundsto the de-
positary’s reserve account and add
them to the depositary’ s note bal ance.

Example: Same-Day Notice

The total SDI collateral value of
all SDI depositaries electing
same-day notice is $4 hillion at the
close of business on Tuesday (day
one). Treasury elects to directly in-
vest $1 billion on Wednesday (day
two). Therefore, on Wednesday, the
FRB would distribute to each
same-day notice depositary SDI
funds equal to 25 percent of each in-
dividual depositary’s available

capacity.

Using the information in the
above example: On Wednesday, the
FRB would notify a depositary with
an SDI collateral value of $700 mil-
lion and aclosing balance on Tuesday
of $300 million that it will receive
SDI funds of $100 million (25 per-
cent of its $400 million available ca-
pacity). The FRB would credit the
SDI funds to the depositary’ sreserve
account and add them to the deposi-
tary’ s note balance on Wednesday.

2340.35—SDI Maximum
Balance

An SDI depositary must declare
an acceptable maximum SDI balance
with the FRB'’s Fiscal Services De-
partment by pledging that value of
collateral. To change the amount of
collateral pledged to secure SDI bal-
ances, the depositary must provide
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the FRB at least 1 business day ad-
vance notice of the change.

2340.40—Minimum Amount
of SDI Funds

Treasury may place any amount
of SDI funds. There is no minimum
amount. However, in no case will the
depositary’s SDI balance exceed the
collateral pledged.

2340.45—SDI Announcements

Depending on the services pro-
vided by the FRB, it may notify
depositaries of an SDI by Fedline or
telephone. The FRB notifies SDI
depositaries under the 1-day prior no-
tice arrangement by 12:30 p.m. MRB
Head Office LZT on the day beforeit
places SDI funds in the depositary’s
reserve account. The FRB notifies
SDI depositaries under the same-day
notice arrangement by 12:30 p.m.
MRB Head Office LZT on the day it
places SDI funds in the depositary’s
reserve account.

2340.50—Timing for SDI Funds

The FRB adds SDI fundsto a de-
positary’s note balance at the same
timeit creditsthe fundsto the deposi-
tary’s reserve account. Under the
1-day prior notice arrangement, the
FRB posts SDI funds to the deposi-
tary’s note balance and credits them
to the depositary’ sreserve account on
the day of placement (1 day after the
day of announcement). Under the
same-day notice arrangement, the
FRB posts SDI funds to the deposi-
tary’s note balance and credits them
to the depositary’ sreserve account on
the day of announcement.

Interest begins to accrue on the
date the FRB adds the funds to the
note balance.

2340.55—Withdrawal (Call)
of Balances Placed as SDIs

To differentiate between DI and
SDI balance cdls, the FRB with-
draws SDI balances by specifically
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stating that the balances were placed
as SDI balances. Inthisway, the FRB
maintains control over the balances
secured by OPC arrangements for
monitoring the 21-day calendar rule
(see Section 2340). It notifies the de-
positary of the call by Fedline or tele-
phone no later than 12:30 p.m. MRB
Head Office LZT. SDI balances are
payable on demand without prior no-
tice. However, Treasury generally
provides 1-day prior notice.

2340.60—SDIs Not Included in
Totals Used for Reclassification

Annualy, the FRB reclassifies
Note Option depositariesinto Classes
A, B and C (see IV TFM 1-2035)
based on the depositary’s:

e FRB TT&L Application De-
posits during the previous cal-
endar year.

 Deposit liahility (both demand
and time) as of September 30
of the previous year.

* Maximum balance.

The FRB does not include funds
received by depositaries under the
SDI Program in the figures used for
reclassification.

2340.65—Collateral
Requirements for SDI Balances

The FRB must approvethe pledg-
ing depositary’ scollateral procedures
to secure SDI balances. It subjects
these procedures to the same terms
and conditions of its BIC Program
used by depositaries to secure
borrowings from the FRB.

Collateral Location

The pledging depositary, which
retains possession of the collateral on
itsown premisesin the OPC arrange-
ment, holds the collateral to secure
SDI balances. It must hold the collat-
eral available at all times for on-site
FRB review.

TIL5

Acceptable Types
of Collateral to Secure
SDI Balances

Eligible collateral to secure SDI
balancesincludesbut isnot limited to:

 One-to-four family mortgages.

e Insured student loans (notes
representing educational loans
insured or guaranteed under
the program authorized by Ti-
tle 1V of the Higher Education
Act of 1965, asamended, or Ti-
tle VII of the Public Health
Services Act, as amended).

Contact the FRB’s Fiscal Ser-
vices Department for specific infor-
mation on the acceptability of
collateral pledged to secure SDI
balances.

Collateral Valuation

The FRB applies the same value
and techniques used for collateral un-
der its BIC Program to collateral
pledged under OPC arrangements.
When a depositary pledges declining
balance collateral, the FRB requires
that the depositary furnish at least
monthly (or more frequently at the
FRB’s request) an updated statement
showing the revised value of the col-
lateral pledged.

Collateral Amount

All SDI balances must be 100
percent collateralized.

2340.70—Advice of Custody
Information

Depositaries participating in the
SDI Program must comply with FRB
instructions. They must submit ap-
propriate collateral reports to the
FRB as required.

Section 2345—Computation
and Collection of Interest
on Note Balances

The FRB chargesinterest on ade-
positary’s note balance from the date
it credits the funds to the note bal-
ance. It determines the amount of in-
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terest due by applying the weekly in-
terest rate factor to the average daily
note balance for each week of there-
porting cycle.

2345.10—Computation and
Basis of Interest Charges
on Note Balances

The FRB determines the interest
on the note balance by multiplying
the Interest Rate Factor for the In-
vestment Program by the average
daily amount of the note balance for
each week. It determines the average
daily amount by dividing the sum of
the daily closing note balances by 7.
The weekly period runs from Thurs-
day through Wednesday. The balance
at the close of business on Friday is
carried forward for Saturday and
Sunday. For other FRB nonbusiness
days, the previous businessday’ sbal-
anceiscarried forward asthe balance
for the nonbusiness calendar day.

On the second business day after
the close of aTT&L reporting cycle,
the FRB collects interest due Trea-
sury through the depositary’ s reserve
or clearing account, or the designated
TT&L correspondent’s reserve ac-
count. The FRB includes this infor-
mation in the depositary’s monthly
statement (see 1V TFM 1-2040).

Section 2350—Collateral
Security Requirements

The terms and conditions in 31
CFR Part 203, as amended, require
that a TT&L depositary pledge ac-
ceptable collateral security. The
pledged collateral security must
cover al amounts credited to the de-
positary’sTT& L account in excess of
recognized insurance coverage and
the total established maximum bal-
ance in the depositary’ s note balance,
if applicable.

If the depositary:

 Falls to pay, when due, the

whole or any part of the funds
received for credit toits TT&L

account, and/or if applicable,
its note balance.
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 Violatesor failsto perform any
of the terms of 31 CFR Part
203.

« Failsto pay when due amounts
owed to the United States or
the U.S. Treasury.

OR

« Isclosed for business by regu-
latory action or by proper cor-
porate action, or a receiver,
conservator, liquidation or any
other officer is appointed.

Then, the Secretary of the Trea
sury, with or without notice or de-
mand, may:

» Redeem or s, at either public
or private sae(s), or otherwise
collect the proceeds of al or part
of the collateral, including addi-
tions or subdtitutions.

« Apply the proceeds, after de-
ducting all necessary expenses
of such redemptions or sale(s),
to the payment of funds re-
ceived by the depositary, or
other indebtedness of the de-
positary, to satisfy any claim of
the United States against the
depositary.

Treasury will hold separate and
apart from any other asset al princi-
pal and interest payments on any col-
lateral pledged to protect the note
balance, if applicable, and/or the
TT&L account, if applicable, due as
of the date of the insolvency or clo-
sure, or thereafter becoming due.
These paymentswill constitute a part
of the pledged collateral available to
satisfy any claim of the United States.

2350.10—Acceptable Collateral

The Bureau of the Public Debt
(BPD) has the regulatory authority
and procedural responsibility to es-
tablish acceptable collateral. It deter-
mines the collateral valuation for the
TT&L Program. Collatera to fully
secure the TT&L account and note
balance must be marketable securi-
tiesor instruments.

The FRB’s Fiscal Services De-
partment provides information on the
acceptability of specific collateral
within the acceptable classes. Unless
specified otherwise by Treasury, the
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following are classes of acceptable
collateral:

« Obligations issued, fully in-
sured, or guaranteed by the
Government or any Govern-
ment agency.

 Zero-coupon obligations of the
Government.

e Obligations of Government-
sponsored corporations  that,
under specific statute, may be
accepted as security for public
funds.

e Obligations issued or fully
guaranteed by the International
Bank for Reconstruction and
Development, the Inter-Amer-
ican Development Bank, the
Asian Development Bank or
the African Devel opment Bank.

 Obligationspartially insured or
guaranteed by a Government
agency.

* Insured student loans or notes
representing educational loans
insured or guaranteed under a
program authorized under Title
IV of the Higher Education Act
of 1965, as amended, or Title
VII of the Public Health Ser-
vices Act, as amended.

« Genera obligations issued by
the States and Puerto Rico.

 Obligations of counties, cities
or other governmental authori-
ties or instrumentalities within
the United Statesthat arenot in
default asto payments on prin-
cipal or interest and that may
be purchased by banks as in-
vestment securities under the
limitations established by ap-
propriate Federal bank regula-
tory agencies.

« Obligations of domestic corpo-
rations that may be purchased
by banks as investment securi-
tiesunder the limitations estab-
lished by appropriate Federa
bank regulatory agencies.

« Qualifying commercial paper,
commercial and agricultural
loans, and bankers' acceptan-
ces approved by the Federal
Reserve System.
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2350.20—Collateral Valuation

Generdly, BPD appliesa TT&L
collateral valuation consistent with
the Federa Reserve System guide-
lines for valuation of the same types
of collateral pledged to secure
borrowings from the FRB (discount
window). The FRBsS, at the direction
of Treasury, apply a collateral valua-
tion approach that relies on market
values for assets where reliable and
active markets exist. Where market
information is not readily available,
the FRB considers mgjor risks inher-
ent in the assets pledged in determin-
ing collateral value. Contact the
FRB'’s Fiscal Services Department
for valuations assigned to specific
collateral.

2350.30—Custody of Collateral

Depositaries place collateral se-
curity with the FRB, or a custodian
within the United States designated
by the FRB, under terms and condi-
tions as prescribed by the FRB.
Depositaries also may pledge collat-
era under an extended custody ar-
rangement. The FRB’s Fiscal
Services Department provides terms
and conditions that permit
depositaries to pledge collateral un-
der an extended custody arrange-
ment.

SDIs must be secured by OPC ar-
rangements (see paragraph 2340.65).

The FRB must authorize al cus-
todians, and all custodians are subject
to FRB review procedures, including
on-sitereview. If one FRB authorizes
acustodian under an agreement form,
the authorization automatically is
binding throughout the Federa Re-
serve System. The custodian must en-
sure the pledged collateral satisfies
FRB-prescribed collateral standards.

Contact the FRB’s Fiscal Ser-
vices Department for alist of collat-
eral custodians and extended
collateral custodians.

2350.40—O0Ownership
of Collateral

The depositary must own all col-
lateral free and clear of liens, charges
and claims.
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Contacts

Direct inquiries concerning operating procedures in this chapter
to the district Federal Reserve Bank, Fiscal Services Department.

Direct additional inquiries concerning policies, guidelines and oper-
ating procedures (except acceptable collateral and collateral valua-
tion as noted below) to:

Financial Services Division
Financial Management Service
Department of the Treasury
401 14th St., SW., Room 313
Washington, DC 20227
Telephone: 202-874-6580

Direct inquires concerning acceptable collateral and collateral
valuation the FRB’s Fiscal Services Department cannot resolve to:

Government Securities Regulations Staff
Bureau of the Public Debt

Department of the Treasury

999 E St. NW., Room 315

Washington, DC 20239

Telephone: 202-691-3632
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